FLOOD CONTROL PROGRAM | N CAMPI NAS

( BR- 0234)

EXECUTI VE SUMVARY

| BORRONER:

The Municipality of Canpi nas

| GUARANTOR:

The Federal Governnent of Brazil

EXECUTI NG ACGENCY:

The nmuni ci pal government of Canpinas (M3C) through
t he Departnent of Planning and Environnental Affairs

AMOUNT AND SOURCE: | I DB: US$19.8 nillion (OQ
Local counterpart funding: US$13.2 million
Tot al : US$33.0 nillion

FI NANCI AL Anortization period: 25 years

TERVS AND Di sbur senment peri od: 3 years

CONDI TI ONS: Interest rate: vari abl e
I nspection and supervision: 1%

Credit fee: 0. 75%

OBJECTI VES: The main objective of the program is to reduce the
damage caused by flooding in the city of Canpinas,
thus helping to inprove the city's soci oecononic and
environnmental situation, particularly the [living
conditions of famlies residing along the banks of
wat er courses, while providing savings in travel tine
and costs for people who use the roads affected by
f 1 oodi ng. The program will also help to regain the
municipality's institutional and financial capacity
over the nediumterm

DESCRI PTI ON: The program consists of three projects. The first
two correspond to each of the selected watersheds
where civil and social works wll be carried out,

consisting of: (i) drainage, including the channeling
of watercourses, storm sewers, basic sanitation and
road wor ks; (ii) inprovements in shant yt owns
(favelas); and (iii) resettlenment of famlies. The
third project contains five conponents that include a
series of special activities connected to the program
in the areas of: (i) environnental education;
(ii) rehabilitation of areas left vacant after the
shantytown inprovenent and, primarily, the famly
resettl ement activities; (iii) institutional and
financial strengthening for the M3C, (iv) technical
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support for the inprovenent and resettlenment plan
(PUR); and (v) financial audit of the program Each
of the projects in the program is sunmarized bel ow
and discussed in detail in chapter 1l of this |oan
pr oposal .

a. Project 1. Pi carrdo wat ercourse (US$4, 490, 000):
2.6 kilometers of channeling along the watercourse,
nh of 900 neters of stormsewers, 320 neters of paving,

b. Project 2. Quilonbo watercourse (US$13, 460, 800):

the construction of about 2.2 kiloneters of channels
of storm sewers. It also includes basic inprove nents
towns and the resettlenent of about 1,080 families in
enebra devel opnent in northwestern Canpi nas.

c. Project 3. Special activities (US$4,235,000):

tnvi ronment al education, the reclamation of abandoned
al recovery, and institutional and financial
f the M3C in the areas of finances, hunman resources,
ntrol of |and use and the urban environnent, technical
PUR, and financial auditing of the borrower.

ENVI RONMENTAL
CLASSI FI CATI ON:

The Environment Committee, at its neeting of March 7,
1995, classified this as a Category |V operation.
The programis environmental summary was approved on
Oct ober 11, 1995.

POVERTY REDUCTI ON
CRI TERI A:

As stipulated in the E ghth Replenishnment docunent
(AB-1704), it has been determ ned that the proposed
program is targeted to |ow-income sectors (para-
graph 5.53) and, being an environmental sanitation
operation, it qualifies as a social program as
established in paragraph 2.13 of docunent AB-1704.

PROCUREMENT OF

Bank procedures will be followed in procuring the

Cl VIL WORKS, goods and contracting the services to be financed

GOCDS, AND from the | oan proceeds. The threshol ds above which

CONSULTI NG procurenment under this program will be made through

SERVI CES: i nternational conpetitive bidding are US$350, 000 for
goods, US$3 million for works, and US$200,000 for
consul ting services (paragraph 3.32).

SI MPLI FI ED Pursuant to Part I11, Section 2(b), of the Regul a-

PROCEDURE: tions of the Board of Executive Directors and the

guidelines approved by the Board of Executive
Directors (document GN-1838-1), this operation neets
the conditions for processing by the sinplified
pr ocedur e, wi t hout prior consideration by the

Committee of the Whol e.
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BENEFI TS:

The drai nage and road works will elimnate the danage
and injuries caused by flooding, whose victins are

nostly people living in risk areas. They will also
help to significantly reduce the spread of water -
borne di seases. In econonmic terns, the conpleted
works wll increase the value of wurban property
presently affected by flooding, which will have a
positive inmpact on the nunicipality's finances. By
rehabilitating roads that are currently subject to
flooding, major savings will be obtained in ternms of
travel costs and tine. Lastly, by controlling
flooding, the M3 wll no longer have to bear the

extra energency costs.

Urban inprovenents in the shantytown areas adjacent
to the watercourses to be drained will help to raise
the standard of Iliving of the inhabitants. By
connecting them to the nunicipality's urban infra-
structure and public services system as provided for
under the program these famlies will have better
opportunities for socioeconon c devel opnent. The
i nprovenments will benefit about 633 famlies.

The resettlenment of famlies that currently live in
risk areas is one of the progranmis greatest social
benefits. Aside from elimnating the property
damage, injuries, and diseases they suffer as a
consequence of flooding, they will be provided with
better housing solutions than at present. Thi s
action in itself, conbined with the provision of
basic infrastructure and social services in the new
resettlenment areas, will inprove the quality of life
of about 1,100 famlies.

Recl amati on of the areas that are abandoned when the
famlies are resettled wll prevent new illegal
incursions and preserve native plant cover. The
areas will be used for recreational purposes when the
terrain permts. One positive feature of this
reclamation the way it will be executed, inasmuch as
the environnental education program aside from
sensitizing the groups affected and raising the
awareness of civil society in Canpinas as a whole,

will organize and pay young people and adults from
the shantytowns to plant trees in the abandoned
ar eas. It will also encourage participation by

conmunity |l eaders and different NGOs in the city.

The different neasures to be inplenented for the
financial and institutional strengthening of the
muni ci pal governnent wll help it to provide the
|l ocal counterpart for the program and, in the nedi um
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term to inprove the efficiency of the services that
the city delivers to the public and make financial

resources available for nmunicipal investnents of
other kinds. It will also inprove the nmunicipality's
efficiency in tax billing and collection, and in

pl anni ng and managi ng human, nmaterial, and financial
resources, and boost its capacity to nmanage |and use
and the urban environnent.
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Rl SKS

The main risks entail: (i) a change in city govern-
ment after the 1996 nunicipal elections, which wll
take office in 1997 and may have different priori -
ties; (ii) little or no economic growh in the region
and the municipality of Canpinas, which would have a
negati ve inmpact on city incone; and (iii) failure to
begi n the suppl ementary works invol ving the provision
of potable water, sanitary sewers, and electri city in
the areas where the 1,100 families are to be
resettl ed.

The proposed operation includes the follow ng
nmeasures to elimnate or attenuate these risks:
(i) the presence of a program management firm which
is currently supporting the programis executive
group, will nmake it virtually certain that execution
will not be adversely affected by a change in
muni ci pal government; (ii) the fact that the chairman
of SANASA ? the water supply and sanitation conpany ?

will be a voting nenber of the special program
supervisory conmttee will help to ensure that the
cont r act ual requirements are met and that the
supplemrentary works are carried out; (iii) the

i nstitutional strengthening conponent has been
designed to ensure that the municipal governnent wll

have the tools it needs to identify new opportunities
for econom c devel opnent, and inprove its efficiency
in tax administration and current and capita

spendi ng; and (iv) the contractual conditions to be
conplied wth by the M3 and the programs
performance indicators to be achi eved by M3C.

EXCEPTI ONS TO
BANK POLI CY:

The federal government will be guarantor for the
| oan. The guarantee would extend to cover repaynment
of the loan, including interest and fees, and obliga-
tions to performthat are the legal jurisdiction of
the federal governnment. The borrower will be respon -

sible for the local contribution. The financial
analysis, together with fulfillnment of the financial
cont r act ual condi tions proposed in the draft

contract, make it possible to establish that the
borrower has sufficient financial capacity to provide
the counterpart resources needed to properly execute
t he program

THE BANK' S
COUNTRY AND

SECTOR STRATEGY:

The program confornms to and is conpletely conpatible
with the Bank's operating strategy for Brazil for the
1995 to 1997 period. Although that strategy stresses
actions to support State nodernization and reform
the process of economc Iliberalization, and the
reducti on of soci oeconom c inbal ances and poverty, it
also provides for support for government actions
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i nvol vi ng urban cl eanup, environnental education and
protection, rational nmanagenent of natural resources,

environnmental sanitation, and strengthening of the
public entities responsi bl e for envi ronnent a

control.

The Brazilian federal government places priority on
sol ving environmental problens and has asked the 1DB
for support in this area. Thus far, the Bank has
approved a total of US$2.293 billion in lending for

sanitation and other environnmental activities. In
the comng years, operations simlar to the one
described here will be proposed for other nunicipal -

ities such as Belo Horizonte, Recife, Salvador
Joinville, and the Federal District, as well as a
regional sanitation programin the northeastern part
of the country.

Di scussions are currently under way with the nationa

authorities on the operational strategy to be adopted
to neet the growing demand for financing for rmuni -
ci pal envi ronment al sani tation proj ects nor e
responsively and efficiently. A global multiple-
works program is being envisioned, which would be
adm ni stered by one or two national institutions. 1In
addition, prelimnary talks have taken place on the
establishment of a fund to finance social infra-
structure, which would conceptually be related to a
fiscal adjustment program for the states (through
eligibility criteria for access to the fund based on
satisfactory results of fiscal nmeasures and the
states' borrowi ng capacity). Such a fund would focus
on financing infrastructure works, primarily wth
state water and sanitation conpanies. It should be
noted that the Bank is internally considering other
ways to process nunicipal projects quickly, which
would be proposed in future operations wth the
country.




Executive Summary
Page 7 of 9

SPECI AL
CONTRACTUAL
CONDI TI ONS

The following nust be presented prior to the first
di sbursenent of the |oan

a. The muni ci pal decree aut hori zi ng pr ogram
setting out the responsibilities of the executing
I entities participating in execution (paragraph 3.3).

b. Evidence that a technical team has been hired to
C in executing the definitive urban devel opnent and
an for the program (paragraph 3.16).

c. Evidence that a special account has been set up,
Mth terms agreed upon with the Bank, at a financial
eptabl e thereto, for the purpose of denonstrating that
al counterpart resources are available for program
graph 5.16).

d. Evidence that the M3C has paid all the advances
revenues operations contracted prior to the effective
an contract in accordance with the terns agreed upon
paragraph 5.17).

e. A nmunicipal decree for cost recovery for the
built in the nmunicipality's jurisdiction and a
npl enment ati on (paragraph 5.50).

O her special conditions to be included in the
contract are:

a. Wthin six nmonths of the effective date of the
prior to the start of the works envisaged in the
ce is to be presented that the supervisory firm has
(paragraph 3.8).

b. Wthin six nonths of the effective date of the
ntation of a plan to finance, operate, and maintain
y' s drai nage system (paragraph 3.25).

c. The first sem annual follow-up work plan is to be
n six nonths of the effective date of the contract and
annual follow-up plans are to be presented during
on whi ch, based on performance indicators and targets
th the Bank, are to include: (i) physical and
ess in the execution of projects, subprojects, and
) the programis environnental indicators; (iii) the
proposed targets have been net; and (iv) adjustnents
the original targets. If program execution is found
actory, the borrower wll present the corrective
aken and a timetable for their inplementation to the
60 days of recei ving its recomnendat i ons

Progress on the wrks on the trunk and

pwers being built alongside the watercourses to be
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the programis to be reported in the sem annual work
iod of two years after the contract becones effective

d. Prior to issuing calls for bids for consulting
e institutional and financial strengthening conponent,

terms of reference are to be presented for the Bank's
Mthin eight nonths after the effective date of the
nce is to be presented that the consultants for this
been hired. Wthin 24 nonths after the effective date
t, the borrower is to present the results of the
rk and the plan to inplenent their recomrendations

e. Prior to the resettlenent of famlies, and at the
30 nmonths after the effective date of the |1oan
nce is to be presented that the new housing conforns
eci fications cont ai ned in | ocal | egi sl ation

f. Prior to beginning any work that mght affect the
i lies resettled in the Quilonbo watershed, evidence
ted that the supplenmentary works to provide basic
Santa Genebra resettl ement area have begun; and prior
v work that could affect the dwellings of the famlies
I in the aforenentioned watershed, evidence is to be
(i) these famlies have already been resettled and
eentary works in Santa Genebra have been e xecuted

g. Twelve and 24 nonths after the effective date of
ict, the borrower and the Bank will hold meetings to
n of the program works and the results obtained under
nvolving institutional and financial strengthening of
aragraph 3.22).

h. Twelve nonths after the effective date of the
hce is to be presented that: (i) an internal auditing
established in the rmunicipal governnent, reporting
mayor; and (ii) the unit has been adequately staffed
lenty-four nonths after the unit has been established,

operations is to be presented based on the eval uation
ions of the firm of independent accountants to be
I he programis financial statements (paragraph 4.11).

i. Eighteen nonths after the effective date of the
nce is to be presented that the cost -recovery plan for
rks has been inplenented, which should cover at |east
od for collection of the betternment |evies introduced
e (paragraph 5.50).

j. The Bank wll recognize up to US$2.7 mllion

nthe |ocal contribution spent on program preparation
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1, 1995 (paragraph 3.35).

k. The financial statements relating to the program
ed annually during its execution and the borrower's
ments during the life of the |oan contract, audited by
Ao Paul 0's Auditor Ceneral. The program s financial

I be audited by the Federal Audit Department




Executive Summary

Page 10 of 9

OTHER
CONSI DERATI ONS:

The contribution of the project team to program
preparation has led directly to the adoption of
measures that have substantially inproved the opera-
tion initially proposed. As originally conceived,
the program placed special stress on flood control,
while sone social works and actions were included
with parallel financing outside the program As a
result of the Bank's involvenment, a social conponent
(shantytown inprovenents and resettlenent of |ow-
incone famlies living in risk areas and environ-
mental education, health care, and transportation
prograns for the target popul ati on) has been
included, in the amount of US$11 million or 60% of
total direct costs. Considering the institutional
and financi al weakness of the municipal governnment, a
maj or conponent has been included to boost the MX s
financial capacity over the nmedium term and to
optimze its organi zational structure so that it can
operate nore efficiently. This wll permt the
muni cipality to inmprove the quality of the services
it provides to its citizens and increase its capacity
to make other investnents to contribute to their
wel | - bei ng. The Bank's actions have also resulted
in: (i) adjustments in the environmental i npact
studies that helped to identify critical flood
points, develop the projects, and design environ-
mental inpact mitigation nmeasures; (ii) socioeconomc
studies that made it possible to determ ne m ni num
cost alternatives and to reject subprojects that were
not viable; (iii) hydrological and hydraulic studies
to inmprove the quality of the projects and obtain
savings on the order of US$5.8 mllion; (iv) provi-
sion for contracting a managenent firmto prepare the
program and provide admnistrative and technical
support for the executing agency during the project;
(v) contracting of a firm to supervise the works
which wll include personnel specializing in slum
i nprovenent and resettlenment; (vi) grouping of the
civil works and the urban devel opnent and resettle-
ment projects into two integrated bid packages that
will facilitate international conpetitive bidding;
and (vii) definition of an environnental education
program

The contribution by the project team to the Bank
consisted of: (i) deeper understandi ng of the urban,
social, environmental, legal, institutional, and
financial situation of Brazilian municipalities; and
(ii) fine-tuning of the Bank's analysis methods for
muni ci pal sanitation projects in Brazil, which wll
make a substantial contribution to the design of
operating requlations for a future global multiple-
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works program to serve

financi ng by muni ci pal

resi dents'
Servi ces.

needs for

basi c

the growing denmand for

governments to address their

infrastructure and soci al




